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SUMMARY  OF  SENATE 

AMENDMENTS  TO  H.R.  8000 

INTEREST  EQUALIZATION  TAX  ACT 


PREPARED   FOR   THE   USE  OF 

THE  HOUSE  AND  SENATE  CONFEREES  ON 
THE  INTEREST  EQUALIZATION  TAX  ACT 

BY  THE   STAFF  OF  THE 

JOINT  COMMITTEE  ON 
INTERNAL  REVENUE  TAXATION 


AUGUST  11,  1964 


U.S.  GOVERNMENT  PEtNTING  OFFICE 
36-403  WASHINGTON  :   1964  JCS-12-64 


SUMMARY  OF  SENATE  AMENDMENTS  TO  H.R.  8000 
INTEREST  EQUALIZATION  TAX  ACT 

SHORT  TITLE 
Number  of 

Senate 
amendments  Description  of  amendment 

1  This  amendment  changes  the  short  title  of  the  act  to  the 
"Interest  EquaUzation  Tax  Act." 

INTEREST   EQUALIZATION   TAX 

2  This  is  a  technical  amendment  providing  for  the  sub- 
division of  chapter  41  into  two  subchapters.  Subchapter  A 
contains  substantially  all  provisions  relating  to  the  interest 
equalization  tax  other  than  the  one  relating  to  standby  au- 
thority of  the  President  to  extend  application  of  the  tax  to 
commercial  bank  loans.  Subchapter  B  relates  to  this  stand- 
by authority. 

3  Clerical  change. 

ACQUISITIONS    (SEC.    4912) 

4  Clerical  change. 

5  This  amendment  permits  a  U.S.  employer  to  make  con- 
tributions to  a  foreign  pension  or  profit-sharing  trust  estab- 
lished by  him  for  the  benefit  of  his  foreign  employees  with- 
out incmTing  a  tax  should  the  foreign  trust  acquire  foreign 
securities.  The  House  bill,  as  does  the  bill  as  passed  by  the 
Senate,  contaias  a  sunUar  provision  relating  to  employee  con- 
tributions.    This  is  a  committee  amendment. 

6  Amendment  No.  104  permits  a  domestic  corporation  or 
partnership  which  is  a  dealer  in  securities  to  treat  a  foreign 
branch  office  as  a  separate  corporation  or  partnership  for 
purposes  of  the  tax.  This  amendment  provides  that  if  a 
corporation  or  partnership  makmg  such  an  election  transfers 
money  or  other  property  to  the  foreign  branch,  or  otherwise 
makes  funds  available  to  the  foreign  branch,  the  transfer  or 
application  of  funds  to  or  for  the  benefit  of  the  foreign  branch, 
as  well  as  U.S.  bank  loans  taken  out  by  the  foreign  branch, 
will  be  treated  as  an  acquisition  of  foreign  stock  by  the 
domestic  corporation  or  partnership.  This  amendment  also 
rearranges  the  provisions  of  the  House  bill  relating  to  the 
treatment  of  contributions  to  capital,  and  the  acquisition 
of  debt  obligations  in  tax  avoidance  cases,  as  acquisitions  of 
stock.     This  is  a  committee  amendment. 


2  INTEREST    EQUALIZATION    TAX    ACT 

Number  of 

Senate  „       ,  ^.       ,  j       i. 

amendments  Description  of  amendment 

7  and  8  These  amendments  permit  U.S.  persons  to  acquire  f  noreig 
stock  tax  free  in  a  reorganization  involving  an  exchange  of 
stock  for  stock  even  though  the  transaction  is  not  tax  free 
for  income  tax  purposes  due  to  the  fact  the  U.S.  person 
receives  cash  in  addition  to  voting  stock.  Under  the  House 
bill,  the  acquisition  of  stock  was  taxable  unless  the  transac- 
tion was  solely  a  stock  for  stock  exchange.  The  amendment 
also  applies  to  acquisitions  after  July  18,  1963,  of  stock  of 
a  corporation  in  control  of  the  acquiring  corporation.  These 
are  committee  amendments. 

LIMITATION    ON    TAX    ON    CERTAIN    ACQUISITIONS    (SEC.    4913) 

9  and        Clerical  changes. 

10 

11  This  amendment  permits  an  American  who  acquires  a 
debt  obhgation  in  a  tax-free  transaction,  for  example,  a 
purchase  from  a  prior  American  owner,  to  obtain  a  credit 
at  the  time  the  debt  obligation  is  converted  into  stock  equal 
to  the  amount  of  tax  he  would  have  paid  had  his  acquisition 
of  the  convertible  debt  obligation  been  taxable.  Under  the 
House  bUl,  a  U.S.  person  could  obtain  a  credit  only  for  the 
tax  he  paid  upon  acquisition  of  a  convertible  debt  obligation. 
This  is  a  committee  amendment. 
12, 13,  These  amendments  permit  any  U.S.  person  who  acquires 
and  14  foreign  securities  pursuant  to  the  exercise  of  an  option  or 
right  received  by  a  shareholder,  for  example,  the  exercise  of 
a  subscription  right,  to  base  his  tax  upon  the  option  or  sub- 
scription price.  Under  the  House  bill,  this  rule  applied 
only  to  the  person  who  received  the  option  or  right  from 
the  corporation.     These  are  committee  amendments. 

15  This  amendment  provides  that  the  tax  is  to  be  based 
upon  the  subscription  price  when  the  right  is,  in  fact,  exer- 
ciseti  within  90  days  from  the  date  of  its  distribution.  Under 
the  House  bill,  the  right,  by  its  terms,  had  to  be  exercised 
within  90  days  of  distribution.  This  is  a  committee  amend- 
ment. 

16  Clerical  change. 

17  Conforming  amendment  to  No.  6. 

18  This  amendment,  in  effect,  provides  that  if  a  domestic 
corporation  is  formed  or  availed  of  by  a  foreign  corporation 
to  obtain  funds  for  it  from  a  U.S.  person,  the  tax  is  to  be 
based  on  the  security  acquired  by  the  U.S.  person  from  the 
domestic  corporation,  or  the  security  received  by  the  do- 
mestic corporation  from  the  foreign  corporation,  whichever 
results  in  the  greater  tax.  Under  the  House  bUl  both 
acquisitions  were  taxable.    This  is  a  committee  amendment. 


ESTTEREST    EQUALIZATION   TAX   ACT  6 

EXCLUSIONS    FOE    CERTAIN   ACQUISITIONS    (SEC.    4914) 
Number  o( 
Senate 
amendments  Description  of  amendment 

19  This  amendment  permits  a  U.S.  person  to  acquire  foreign 
securities  tax  free  in  connection  with  the  complete  or  partial 
liquidation  of  a  corporation  if  the  securities  received  were 
held  by  the  distributing  corporation  on  July  18,  1963.  This 
is  a  committee  amendment. 

20,  21,         Clerical  changes. 

and  22 

23  This  amendment  permits  a  U.S.  person  to  acquire  foreign 
securities  tax  free  if  they  are  acquired,  in  conformity  with 
the  laws  of  a  foreign  coimtry,  as  a  substitute  for  the  payment 
of  tax  to  that  foreign  country.  This  is  a  committee  amend- 
ment. 

24  This  amendment  permits  U.S.  persons  to  acquire  stock  in 
cooperative  housing  corporations  tax  free.  This  is  a  com- 
mittee amendment. 

25,  26,         Clerical  changes. 
27,  and 
28 

29  This  amendment  permits  a  U.S.  person  to  acquire  debt 
obligations  tax  free  if  they  are  received  in  connection  with 
the  sale  or  liquidation  of  a  wholly  owned  foreign  subsidiary. 
This  is  a  committee  amendment. 

30  This  amendment  permits  a  U.S.  person  to  acquire  debt 
obligations  tax  free  if  they  are  received  in  connection  with 
the  sale  by  a  U.S.  person  of  real  property  located  in  the 
U.S.  if  the  foreign  purchaser  pays  at  least  25  percent  of  the 
purchase  price  in  U.S.  dollars.  This  is  a  committee  amend- 
ment. 

31  This  amendment  permits  U.S.  persons  who  are  bona  fide 
residents  of  a  foreign  country,  or  who  are  employed  on  a  fuU- 
time  basis  in  a  foreign  country,  to  invest  up  to  $5,000  per 
year  tax  free  in  stock  of  foreign  corporations  substantially 
all  of  whose  assets  consist  of  stock  and  debt  obligations  of 
domestic  corporations.    This  is  a  committee  amendment. 

32  This  amendment  provides  that  a  debt  obhgation  received 
in  connection  with  a  loan  guaranteed  or  insured  by  the 
Export-Import  Bank  is  to  be"  treated  in  the  same  manner  as 
the  guaranteed  portion  of  the  loan.  This  is  a  committee 
amendment. 

33  and         Clerical  changes. 

35 

34  and         These  amendments  permit  U.S.  persons  to  obtain  foreign 

36  securities  tax  free  in  an  amount  equal  to  100  percent  of  the 
value  of  U.S.  goods  and  services  furnished  in  connection  with 
a  sale  of  property  or  services  to  a  foreign  person  if  the  person 
receiving  the  securities  contributes  U.S.  content  equal  to  60 
percent  of  the  value  of  the  securities  received.  These  are 
committee  amendments. 

37  This  amendment  permits  a  U.S.  person  to  receive  foreign 
securities  tax  free  if  they  are  received  in  payment  for  the 
sale  or  licensing  of  patents,  copyrights,  etc.,  produced  by 
him  in  the  United  States.     This  is  a  committee  amendment. 


4  INTEREST    EQUALIZATION   TAX   ACT 

Number  of 
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38,  39,         Clerical  changes, 
and  40 

41  This  amendment  provides  that  a  U.S.  person  may  receive 
a  foreign  debt  obligation  tax  free  in  connection  with  the  sale 
of  foreign  ores  or  minerals  if  the  ore  or  mineral  is  extracted 
(1)  by  the  U.S.  person  makmg  the  loan,  (2)  by  a  related 
corporation,  or  (3)  by  a  corporation  in  which  (a)  the  U.S. 
person  making  the  loan,  (6)  its  50-percent  shareholders,  or 
(c)  its  50-percent  owned  subsidiary,  owns  10  percent  or  more 
of  the  voting  stock.  Under  the  House  bill,  the  10-percent 
rule  described  in  item  (3)  only  applied  to  stock  held  by  the 
person  making  the  loan  or  a  related  person  and  required  that 
the  extracting  corporation  be  50  percent  owned  by  U.S. 
persons.  This  amendment  also  provides  that  the  foreign 
ore  or  mineral  may  be  obtained  imder  a  contract  entered  into 
before  July  19,  1963,  or  in  a  swap  transaction.  This  is  a 
committee  amendment. 

42  This  is  a  clarifying  amendment. 

43  Conforming  amendment  to  No.  41. 
44  and         Clerical  changes. 

45 

46,  47,         These  amendments  are,  in  general,  technical  amendments 

48,  49,     to  the  provision  of  the  House  bill  which  permits  insurance 

50,  and     companies   doing  business   in   foreign   countries   to   obtain 

51     foreign  securities  tax  free  to  the  extent  of  110  percent  of  their 

reserve  requirements  against  contracts  the  proceeds  of  which 

are   payable  in   foreign   currencies.     These   are   committee 

amendments. 
52,  53,         These  amendments  provide  detailed  provisions  for  appli- 
and  54     cation  of  the  exemptions  provided  by  amendments  Nos. 

29,  30,  and  31,  respectively. 

55  Clerical  change. 

56  Conforming  amendment  to  amendments  Nos.  37,  38, 
and  39. 

57  Clerical  change. 

58  This  amendment  provides  that  a  debt  obligation  acquu-ed 
by  a  U.S.  person  in  connection  with  the  sale  of  personal 
property  produced  in  the  United  States,  or  the  performance 
of  services  by  U.S.  persons,  may  be  transferred  to  anyone 
without  incurring  a  tax  at  the  time  of  transfer.  For  free 
transferability  to  apply,  however,  the  U.S.  person  must  show 
that  tlie  extension  of  credit  at  the  time  of  sale,  or  at  the 
time  the  services  were  performed,  was  reasonably  necessary 
to  accomplish  the  sale  and  that  the  terms  of  the  debt  obliga- 
tion were  not  unreasonable  in  light  of  then  prevailing  credit 
practices.     This  is  a  committee  amendment. 

59  Clerical  change. 

60  Conforming  amendment  to  No.  37. 

61  Conforming  amendment  to  No.  38. 


INTEREST    EQUALIZATION   TAX   ACT  5 

EXCLUSION   FOR    DIRECT    INVESTMENTS    (SEC.  4915) 
Number  of 

Senate 
amendments  Description  of  amendment 

62  This  amendment  permits  a  U.S.  person  owning  10  percent 
or  more  of  the  voting  stock  of  a  foreign  corporation  to 
acquu'e  debt  obligations  from  the  foreign  corporation  tax 
free  if  the  debt  obligations  acquh-ed  were  received  by  the 
transferor  as  the  result  of  the  sale  or  rental  of  products 
manufactured  or  assembled  by  it  or  for  the  performance  of 
services  by  it.  Under  the  House  bill,  the  exclusion  for 
direct  investments  applied  only  to  the  acquisition  of  stock 
or  debt  obligations  of  the  foreign  corporation  in  which  the 
person  making  the  acquisition  owned  10  percent  or  more  of 
the  voting  stock.     This  is  a  committee  amendment. 

Conforming  amendment  to  No.  62. 

These  amendments  permit  a  refund  of  tax  with  respect 
to  an  acquisition  if  the  U.S.  person  acquires  10  percent  or 
more  of  the  voting  stock  of  the  issuer  or  obligor  within  12 
calendar  months  following  the  acquisition.  Under  the 
House  bill,  the  10-percent  ownership  requirement  had  to  be 
met  by  the  end  of  the  calendar  year  in  which  the  acquisition 
was  made.     These  are  committee  amendments. 

66  This  amendment  provides  that  the  direct  investment 
exclusion  applies  to  acquisitions  of  stock  in  foreign  corpora- 
tions which  regularly  accept  deposits  from  customers  and 
receive  borrowed  funds  in  foreign  currencies,  in  the  same 
manner  as  investments  in  foreign  banks,  even  though  the 
corporation  or  partnership  uses  the  deposits  or  borrowed 
funds  to  acquu-e  debt  obligations  which  would  be  taxable 
if  acquired  directly  by  the  person  acquiring  stock  in  the 
foreign  corporation.     This  is  a  committee  amendment. 

EXCLUSION  FOR   INVESTMENTS  IN  LESS  DEVELOPED    COUNTRIES 

(SEC.   4916) 

67  Clerical  change. 

68  Clarifying  amendment. 

69  Clerical  change. 

70  This  amendment  treats  stock  or  debt  obligations  as  the 
stock  or  debt  obligation  of  a  less  developed  country  coi'pora- 
tion,  without  the  necessity  of  proving  that  the  corporation 
qualifies  as  a  less  developed  country  corporation,  if  acquired 
by  a  U.S.  person  pursuant  to  the  terms  of  a  contract  with 
the  government  of  a  less  developed  country  (a  political 
subdivision  thereof  or  a  corporation  more  than  50  percent 
owned  by  a  less  developed  country  or  its  political  sub- 
division) which  has  nationalized,  or  has  taken  action  which 
has  the  effect  of  nationalizing,  the  property  of  the  U.S. 
person  within  that  country.  This  is  a  committee  amend- 
ment. 

71  This  amendment  permits  the  President  to  designate  a 
possession  of  the  United  States  as  a  less  developed  country. 
This  is  a  committee  amendment. 
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72  and         Clerical  changes. 

73 
74,  75,         These  amendments  differ  from  the  provisions  of  the  House 
and  76     bill  establishing  the  criteria  for  qualification  of  a  corpora- 
tion as  a  less  developed  country  corporation  in  that  they 
provide    that   income   from   within,    and   property  located 
within,  the  United  States,  and  bank  deposits  and  income  on 
bank  deposits  located  outside  the  United  States  of  holding 
companies,  are  to  be  excluded  from  the  income  and  assets 
of  a  corporation  for  purposes  of  the  80-percent  income  and 
assets  tests.     These  are  committee  amendments. 
77         Clerical  changes, 
thru 
86 
87,  88,         Clarifying  amendments, 
and  89 

EXCLUSION   FOR   ORIGINAL   OR   NEW  ISSUES   WHERE   REQUIRED 
FOR   INTERNATIONAL   MONETARY   STABILITY    (SEC.    4917) 

90  This  amendment  permits  the  President  to  extend  beyond 
90  days  the  time  within  which  a  U.S.  person  must  acquire 
a  foreign  security  after  filing  notice  of  acquisition.     Under 

;  the  House  bill,  the  security  had  to  be  acquired  within  90 

days  of  filmg  notice  of  acquisition.     This  is  a  committee 
amendment. 

91  This  amendment  treats  debt  obligations  acquired  within 
90  days  after  interest  begins  to  accrue  (60  days  under  the 
House  bill),  and  debt  obligations  received  in  connection 
with  construction  of  real  property  as  part  of  an  original 
or  new  issue.     This  is  a  committee  amendment. 

EXEMPTION    FOR   PRIOR   AMERICAN   OWNERSHIP    (SEC.    4918) 

92  and         These  amendments  provide  that  tax  does  not  apply  to 

93  an  acquisition  of  foreign  secm'ities  by  a  U.S.  person  if  they 
are  acquired  from  a  U.S.  person  eligible  to  execute  a  certifi- 
cate of  American  ownership  with  respect  to  the  security. 
Under  the  House  bill,  the  exclusion  applied  whether  or 
not  the  prior  American  owner  was  eligible  to  execute  a 
certificate  of  American  ownership.  These  are  committee 
amendments. 

94  This  amendment  provides  that  a  confirmation  received 
from  a  member  of  a  registered  national  securities  exchange  is 
conclusive  proof  of  prior  American  ownership  if  the  confirma- 
tion does  not  indicate  that  the  acquisition  was  made  subject 
to  a  special  contract.  Under  the  House  bill,  the  confir- 
mation had  to  affirmatively  indicate  that  the  acquisition 
was  not  made  subject  to  a  special  contract.  This  is  a  com- 
mittee amendment. 


and 
100 
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Description  of  amendment 

95  This  amendment  provides  that  a  U.S.  person  who  does  not 
supply  proof  of  prior  American  ownership  with  (1)  a  certifi- 
cate of  American  ownership,  (2)  confirmation  of  a  transaction 
on  a  registered  exchange,  or  (3)  confirmation  of  a  transaction 
in  the  over-the-comater  market,  must  show  reasonable  cause 
for  his  failiu-e  to  have  a  certificate  or  confirmation  and  must 
prove  that  he  acquired  the  security  from  a  U.S.  person  eligible 
to  execute  a  certificate  of  American  ownership.  Under  the 
House  bill,  a  U.S.  person  was  exempt  from  tax  if  he  showed 
by  "clear  and  convincing  evidence"  that  he  purchased  a 
security  from  a  U.S.  person.    This  is  a  committee  amendment. 

SALES  BY  UNDERWRITERS  AND  DEALERS  TO  FOREIGN  PERSONS 

(SEC.  4919) 

96  This  amendment  permits  an  underwriter  to  obtain  a 
refund  of  tax  with  respect  to  securities  sold  to  foreigners  in 
connection  with  a  private  placement  or  a  public  offering. 
Under  the  amendment,  the  provisions  of  the  House  bill  which 
applied  to  public  offerings  also  apply  to  private  placements. 
This  amendment  also  permits  a  dealer  to  obtain  a  refund 
of  tax  if  he  sells  a  debt  obligation  to  a  foreigner  within  90 
days  of  purchase,  or  sells  it  to  another  dealer  who  resells 
it  to  a  foreigner  on  the  day  of  purchase  or  the  following  busi- 
ness day.  The  provision  relating  to  sales  to  foreigners 
through  dealer  intermediaries  was  not  contained  in  the 
House  bill.  Finally,  this  amendment  permits  a  dealer  to 
purchase  stock  from  a  foreigner  tax  free  if  he  resells  it  to  a 
foreigner  within  3  days.  This  provision  was  not  contained 
in  the  House  bill.     This  is  a  committee  amendment. 

97  This  amendment  contains  the  same  proof  of  sale  to 
foreigner  requirements  contained  in  the  House  bill  with 
respect  to  refunds  of  tax  in  cases  involving  sales  in  connec- 
tion with  an  underwriting  of  foreign  securities.  In  addition, 
it  provides  rules  by  which  dealers  may  prove  sales  of  stock 
or  debt  obligations  to  foreign  persons  in  the  special  market 
of  a  registered  national  securities  exchange  and,  in  the  case 
of  dealers  in  debt  obligations,  sales  in  over-the-counter  trans- 
actions.    This  is  a  committee  amendment. 

98  This  amendment  provides  that  a  "dealer"  may  be  a  mem- 
ber of  any  national  securities  association  registered  with  the 
SEC.  The  House  bill  required  that  he  be  a  member  of  the 
National  Association  of  Securities  Dealers.  This  is  a  com- 
mittee amendment. 

DEFINITIONS    AND    SPECIAL    RULES  (SEC.  4920) 

99  Clerical  changes. 
-1 


101  Clarifying  amendment. 

102  Conforming  amendment  to  No.  106. 
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103  These  amendments  permit  a  domestic  corporation  or  part- 
and     nership  which  is  a  dealer  in  secm'ities  to  elect  to  treat  a  foreign 

104  branch  office  as  a  foreign  corporation  or  partnership  for  pur- 
poses of  the  tax.  For  the  exemption  to  apply,  the  branch 
office  must  have  operated  as  a  dealer  for  not  less  than  12 
months  immediately  preceding  July  19,  1963.  These  are 
committee  amendments. 

105  Clarifying  amendment  to  make  it  clear  that  a  demand 
bank  deposit  is  treated  as  having  a  maturity  of  less  than 
3  years. 

106  This  amendment  provides,  as  did  the  House  bill,  that  a 
class  of  stock  of  a  foreign  corporation  wUl  be  treated  as  stock 
of  a  domestic  corporation  for  purposes  of  the  tax  if  more 
than  50  percent  of  such  class  of  stock  was  held  by  Americans 
on  the  last  record  date  before  July  19,  1963,  and  U.S.  regis- 
tered securities  exchanges  constituted  the  principal  market 
for  the  stock  in  1962.  In  addition,  the  amendment  provides 
that  a  class  of  stock  of  a  foreign  corporation  will  be  treated 
as  the  stock  of  a  domestic  corporation  for  purposes  of  the 
tax  if  Americans  held  more  than  65  percent  of  such  class  of 
stock  on  the  last  record  date  before  July  19,  1963,  without 
regard  to  a  principal  market  test.  This  is  a  committee 
amendment. 

107  This  amendment  permits  a  foreign  underwriter  to  elect 
to  be  treated  as  a  U.S.  person  with  respect  to  his  participa- 
tion in  a  public  offe'i'ing.     This  is  a  committee  amendment. 

108  Clerical  changes. 


and 
109 


COMMERCIAL    BANK    LOANS    (SEC.    4931) 


110  This  amendment  adds  a  new  subchapter  B  to  chapter  41 
and  grants  the  President  authority  to  make  the  interest 
equalization  tax  applicable  to  debt  obligations  acquired  by  a 
commercial  bank  if  he  fuids  that  the  exclusion  of  such  debt 
obligations  from  tax  has  materially  impaired  the  effectiveness 
of  the  tax.  The  tax  would  apply  to  obligations  with  a  period 
remaining  to  maturity  of  1  j^ear  or  more,  but  would  not 
apply  to  export  related  loans  or  foreign  currency  loans  by 
foreign  branches.     This  is  a  floor  amendment. 

EFFECTIVE    DATE 

111  These  amendments  extend  the  exclusion  for  acquisitions 
and     made  pursuant  to  commitments  which  existed  on  July  18, 

112  1963,  to  cases  where  approval  of  the  acquisition  had  been 
sent  to  the  person  from  whom  the  acquisition  was  made 
(rather  than  the  issuer  or  obligor  as  required  by  the  House 
bill),  and  to  cases  where  the  commitment  was  evidenced  by  a 
draft  purchase  contract  or  other  unsigned  dociuucnt.  These 
are  committee  amendments. 

113  Clerical  change. 


f 
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114  This  amendment  provides  that  the  tax  shall  not  apply  to 
the  acquisition  of  foreign  securities  acquired  pursuant  to  a 
contract  entered  into  before  July  19,  1963,  with  the  govern- 
ment of  a  less  developed  country  in  connection  with  the 
nationalization  of  property  owned  within  that  country  by 
the  acquiring  U.S.  person.     This  is  a  committee  amendment. 

115 

and        Clerical  changes. 

116 

117  This  amendment  provides  that  the  tax  shall  not  apply  to 
the  acquisition  of  stock  in  a  foreign  corporation  as  part  of 
its  initial  capitalization  if  at  least  75  percent  of  the  U.S. 
persons  who  acquired  stock  in  the  corporation  had  signified 
to  the  coordinator  of  the  project  before  July  19,  1963,  that 
they  would  make  the  investment.  This  is  a  committee 
amendment. 

118 

and        Clerical  changes. 


119 


BETURNS 


120  This  amendment  provides  that  a  U.S.  person  claiming  an 
exemption  on  the  basis  of  acquisition  from  a  prior  American 
owner  must  attach  a  statement  to  his  quarterly  interest 
equalization  tax  return  setting  forth  a  summary  of  the  evi- 
dence establishing  prior  American  ownership  if  he  does  not 
have  a  certificate  of  American  ownership  or  a  confirmation 
from  a  dealer  for  a  transaction  on  a  registered  securities  ex- 
change or  in  an  over-the-counter  transaction.  This  is  a 
committee  amendment. 

121  This  amendment  requires  a  broker  for  a  seller  to  maintain 
records  with  respect  to  transactions  for  which  a  certificate 
(or  blanket  certificate)  of  American  ownership  is  executed 
and  filed  with  him.  It  also  requires  a  broker  for  a  purchaser 
to  maintain  records  in  the  case  of  transactions  in  the  special 
market  on  a  national  securities  exchange  or  in  an  over-the- 
counter  transaction  where  the  seller's  broker  did  not  repre- 
sent to  him  that  the  seller  had  filed  a  certificate  (or  blanket 
certificate)  of  American  ownership.  The  House  bill  did  not 
require  a  broker  for  a  purchaser  to  maintain  any  records. 
This  is  a  committee  amendment. 

ORIGINAL   ISSUE   DISCOUNT 

122  This  amendment  provides  that  the  interest  equaUzation 
tax  may  be  added  to  the  cost  of  a  secvu-ity  for  purposes  of 
determining  original  issue  discount.  This  is  a  committee 
amendment. 

PENALTIES 

123  Clerical  changes, 
and 

124 

125        Conforming  amendment  to  No.  97. 
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126  Clarifying  amendment. 

127  This  amendment  provides  civil  penalties  in  cases  where 
members  of  a  registered  secmities  exchange  or  a  national 
securities  association  wUlfuUy  furnish  false  confirmations. 
This  is  a  committee  amendment. 

128  Clerical  change. 

129  This  amendment  provides  that  criminal  penalties  provided 
by  the  Interest  Equalization  Tax  Act  will  apply  only  to 
violations  occurring  on  or  after  date  of  enactment  of  the^ 
act. 

130  Conforming  amendment  to  No.  97. 

o 
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LETTER  OF  TRANSMITTAL 


Joint  Committee  on  Internal  R,evenue  Taxation, 

Washington,  D.C.,  October  3,  1964. 
The  Speaker  of  the  House  of  Representatives. 

Sir:  Pursuant  to  section  6405  of  the  Internal  Revenue  Code  of 
1954  I  have  the  honor  to  submit  a  report  by  the  Joint  Committee 
on  Internal  Revenue  Taxation,  dated  October  3,  1964,  covering  re- 
funds and  credits  of  internal  revenue  taxes  for  the  fiscal  year  ended 
June  30,  1962. 

Very  respectfully, 

Harry  F.  Btrd,  Chairman. 


I 

/ 


REPORT  OF  THE  JOINT  COMMITTEE  ON  INTERNAL 
REVENUE  TAXATION 

(Pursuant  to  the  Internal  Revenue  Code) 


Washington,  D.C,  October  3,  1964. 
Section  6405  of  the  Internal  Revenue  Code  of  1954  provides  as 
follows  in  connection  with  refunds  and  credits  in  excess  of  $100,000, 
SEC.  6405.  REPORTS  OF  REFUNDS  AND  CREDITS 

(a)  By  Treasury  to  Joint  Committee. — No  refund  or  credit  of  any  income, 
war  profits,  excess  profits,  estate,  or  gift  tax  in  excess  of  $100,000  shall  be  made 
until  after  the  expiration  of  30  days  from  the  date  upon  which  a  report  giving 
the  name  of  the  person  to  whom  the  refund  or  credit  is  to  be  made,  the  amount 
of  sucli  refund  or  credit,  and  a  summary  of  the  facts  and  the  decision  of  the 
Secretary  or  his  delegate,  is  submitted  to  the  Joint  Committee  on  Internal  Revenue 
Taxation. 

(b)  By  Joint  Committee  to  Congress. — A  report  to  Congress  shall  be  made 
annually  by  such  committee  of  such  refunds  anfl  credits,  including  the  names  of 
all  persons  and  corporations  to  whom  amounts  are  credited  or  payments  are 
made,  together  with  the  amounts  credited  or  paid  to  each. 

(c)  Tentative  Adjustments. — Any  credit  or  refund  allowed  or  made  under 
section  6411  sliall  be  made  without  regard  to  the  provisions  of  subsection  (a)  of 
this  section.  In  any  such  case,  if  the  credit  or  refund,  reduced  by  any  deficiency 
in  such  tax  thereafter  assessed  and  by  deficiencies  in  any  other  tax  resulting  from 
adjustments  reflected  in  the  determination  of  the  credit  or  refund,  is  in  excess  of 
$100,000,  there  shall  be  submitted  to  such  committee  a  report  containing  the 
matter  specified  in  subsection  (a)  at  such  time  afi/er  the  making  of  the  credit 
or  refund  as  the  Secretary  or  his  delegate  shall  determine  the  correct  amount  of 
the  tax. 

The  joint  committee  has  caused  its  staff  to  e.xamine  all  refunds 
and  credits  reported  by  the  Secretary  or  his  delegate  pursuant  to 
section  6405,  and  to  prepare  a  report  thereon  for  the  fiscal  year  ended 
June  30,  1962.  In  reviewing  these  cases  the  staff,  by  appropriate 
memorandum,  requests  the  General  Counsel  of  the  Treasury  to 
reconsider  any  such  refunds  or  credits  which,  in  the  opinion  of  the 
staff,  are  erroneous  or  doubtful  or  inadequately  substantiated.  Such 
cases  are  generally  resolved  by  conferences  between  the  staff"  and 
Treasury  officials.  However,  in  those  instances  in  which  agreement 
is  not  reached,  or  the  questions  raised  are  deemed  to  be  of  unusual 
significance  from  the  standpoint  of  the  interpretation  or  administra- 
tion of  the  revenue  laws,  or  tbeir  impact  on  the  revenues,  the  case  is 
heard  by  the  joint  committee  in  executive  session.  Of  the  cases 
reported  herein,  only  the  proposed  refund  in  favor  of  the  Chicago  & 
North  Western  Railway  Co.,  Chicago,  111.,  was  heard  by  the  com- 
mittee. After  consideration  of  the  matter,  the  committee  resolved 
not  to  specifically  approve  or  disapprove  the  proposed  disposition  of 
the  issue  relating  to  the  deductibility  of  "preissue  bond  interest" 
(i.e.,  the  interest  paid  pursuant  to  court  order  in  bankruptcy  re- 
organization proceedings).  However,  since  the  disposition  of  this 
issue  by  the  Internal  Revenue  Service  had  been  reached  in  the  context 
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of  an  overall  settlement  involving  a  number  of  complex  issues,  the 
committee  concluded  that  it  should  withhold  criticism  of  the  proposed 
settlement  and  that  a  settlement  should  now  be  accomplished  as 
expeditiously  as  practicable.  In  this  connection,  there  was  an  under- 
standing that  this  action  wUl  not  constitute  a  precedent  as  to  the  posi- 
tion of  the  joint  committee  on  the  bond  interest  issue  in  any  other  case. 
The  report  of  the  staff  is  attached  hereto.  Section  I  of  the  report 
lists  the  names  of  all  persons  (individual  and  legal)  to  whom  refunds 
or  credits  in  excess  of  $100,000  were  made,  and  shows  the  amounts 
refunded  or  credited  to  each.  The  committee  submits  this  staff 
report  in  compliance  with  subsection  (b)  of  section  6405  of  the  Inter- 
nal Revenue  Code  of  1954.  Section  II  of  the  report  contains  a  general 
survey  of  such  refimds  and  credits,  and  the  amounts  allowed  since  the 
first  report  was  issued  in  1928. 
Respectfully, 

Harry  F.  Byrd.  Chairman. 
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LETTER  OF  SUBMITTAL 


Congress  op  the  United  States, 
Joint  Committee  on  Internal  Revenue  Taxation, 

Washington,  D.C.,  October  3,  1964. 
Hon.  Harry  F.  Byrd, 

Chairman,  Joint  Committee  on  Internal  Revenue  Taxation, 
Washington,  D.C. 

My  Dear  Mr.  Chairman:  There  is  submitted  herewith  a  report 
on  refunds  and  credits  of  internal  revenue  taxes  in  excess  of  $100,000 
as  required  by  section  6405  of  the  Internal  Revenue  Code  of  1954. 
This  report  covers  the  fiscal  year  ended  June  30,  1962. 

The  most  important  facts  and  conclusions  with  respect  to  the  report 
will  be  found  in  the  summary. 
Respectfully  submitted. 

Laurence  M.  Woodworth, 

Chief  of  Staf. 
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A  REPORT  ON  REFUNDS  AND  CREDITS  OF  INTERNAL  REVENUE 
TAXES  FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1962 


FOREWOKD 


The  annual  report  on  refunds  and  credits  of  internal  revenue  taxes 
of  the  Joint  Committee  on  Internal  Revenue  Taxation  required  by 
section  6405(b)  of  the  Internal  Eevenue  Code  of  1954  is  made  on  a 
fiscal  year  basis. 

This  report  covers  refunds  and  credits  of  internal  revenue  taxes 
for  the  fiscal  year  ended  June  30,  1962.  It  is  divided  into  two  sections, 
as  follows: 

Section  I:  Contains  a  list  of  the  persons  to  whom  refunds  and 
credits  m  excess  of  $100,000  were  reported  to  the  committee  during 
the  period  and  the  amounts  allowed  to  each. 

Section  II:  Contains  a  general  survey  of  the  refunds  and  credits. 

The  procedm-e  followed  in  connection  with  refunds  and  credits 
reported  to  the  joint  committee  was  analyzed  in  the  first  report 
submitted  to  the  Congress  by  the  committee  ("Refunds  and  Credits 
of  Internal  Revenue  Taxes,"  H.  Doc.  43,  71st  Cong.,  1st  sess.,  June 
19,  1929).  There  has  been  no  change  in  the  policy  of  the  committee 
since  the  publication  of  the  fu-st  report.  However,  during  the  year 
1940  it  was  necessary  to  clarify  certain  jurisdictional  questions  with 
respect  to  cases  over  which  the  Internal  Revenue  Service  and  the 
Department  of  Justice  have  jurisdiction.  It  was  agreed  between 
these  departments  and  the  Joint  Committee  on  Internal  Revenue 
Taxation,  effective  as  of  December  1,  1940,  that  the  following  classes 
of  cases  should  be  considered  as  coming  within  the  purview  of  what 
is  now  section  6405  of  the  Internal  Revenue  Code  of  1954. 

INTERNAL   REVENUE    SERVICE    CASES 

(1)  A  refund  or  credit  of  over  $100,000  proposed  in  a  case  prior  to 
the  filing  of  a  petition  for  review  with  the  Tax  Court  or  the  filing  of  a 
suit  in  any  court. 

(2)  A  refund  or  credit  of  over  $100,000  provided  for  in  asettlement 
entered  into  after  the  filing  of  a  petition  for  review  with  the  Tax 
Court  but  prior  to  a  decision  by  the  court. 

(3)  A  refund  or  credit  provided  for  in  a  settlement  entered  into 
after  a  decision  on  the  merits  has  been  rendered  by  the  Tax  Court  if 
such  refund  or  credit  exceeds  the  amount  which  the  court  may  have 
determined  to  have  been  overpaid.  In  no  case  will  such  refund  or 
credit  be  referred  to  the  committee  unless  the  amount  of  the  refund 
or  credit  determined  by  the  court,  plus  the  amount  determined  in 
any  subsequent  settlement,  exceeds  $100,000. 

As  far  as  practicable,  every  effort  should  be  made  to  combine  all 
credits  or  refunds  which  have  been  proposed  for  the  same  taxpayer,  so 
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that  the  aggregate  of  such  refunds  or  credits  will  determine  the  juris- 
dictional amount. 

In  the  case  of  a  settlement  providing  for  refunds  or  credits  in  favor 
of  more  than  one  taxpayer,  only  such  refunds  or  credits  as  exceed 
$100,000  to  a  single  taxpayer  will  be  considered  as  subject  to  the  ju- 
risdictional requirement. 

Social  security  and  unjust  enrichment  taxes  will  be  considered  not 
within  the  intendment  of  section  6405  of  the  Internal  Revenue  Code. 

Any  cases  not  covered  by  this  agreement  may  be  referred  to  the 
committee  by  nmtual  consent  between  the  Internal  Revenue  Service 
and  the  staff. 

DEPARTMENT    OF    JUSTICE    CASES 

(1)  A  refund  or  credit  of  over  $100,000  provided  for  in  a  settlement 
entered  into  prior  to  a  decision  by  the  court  or  the  Tax  Court. 

(2)  A  refund  or  credit  provided  for  in  a  settlement  entered  into 
after  a  decision  on  the  merits  has  been  rendered  by  a  court  or  the  Tax 
Court,  if  such  refund  or  credit  exceeds  the  amount  which  the  court  may 
have  determined  to  have  been  overpaid.  In  no  case  will  such  refund 
or  credit  be  referred  to  the  committee  unless  the  amount  of  the  refund 
or  credit  determined  by  the  court,  plus  the  amount  determined  in  any 
subsequent  settlement,  exceeds  $100,000. 

(3)  Where  it  appears  that  the  court,  in  approving  the  settlement 
involving  a  refund  or  credit  exceeding  $100,000  in  the  following  classes 
of  cases,  has  not  passed  upon  the  merits: 

(a)  Compromise  cases  where  the  taxpayers,  for  reasons  other 
than  the  mere  termination  of  the  controversies  with  the  Govern- 
ment, insist  that  the  agreement  take  the  form  of  stipulated 
judgments. 

(S)  .Stipulated  judgments  entered  into  as  the  result  of  the 
pretrial  procedure  in  effect  in  the  Federal  courts. 

(c)  Compromise   agreements  or  settlements   entered   into   in 

bankruptcy  and  receivership  proceedings  subject  to  the  approval 

of  the  court. 

In  the  case  of  a  single  settlement  involving  one  or  more  suits  by  the 

same  taxpayer  for  one  or  more  taxable  periods,  the  aggregate  of  such 

refunds  or  credits  will  determine  the  jurisdictional  amount. 

In  the  case  of  a  single  settlement  providing  for  refunds  or  credits 
in  favoi'  of  more  tlian  one  taxpayer,  only  such  refunds  or  credits  as 
exceed  $100,000  to  a  single  taxpayer  will  be  considered  as  subject  to 
the  jurisdictional  requirement. 

In  the  case  of  a  single  settlement  resulting  in  a  refund  or  credit  to 
one  taxpayer  and  a  concomitant  additional  tax  to  a  related  taxpayer, 
as  defined  in  section  1313(c)  of  the  Internal  Revenue  Code  of  1954, 
the  settlement  will  be  construed  as  involving  a  single  taxpayer  for  the 
purpose  of  detei'inining  the  jurisdictional  amount. 

Social  security  and  unjust  enrichment  taxes  will  be  considered  not 
within  the  intendment  of  section  6405  of  the  Internal  Revenue  Code. 
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SUMMARY 

The  most  important  facts  in  connection  with  the  refunds  and 
credits  for  the  fiscal  year  ended  June  30,  1962,  may  be  summarized 
as  follows: 

Fiscal  year  ended  June  SO,  1962 

1.  Total  refunds  paid $203,  340,  230.  42 

2.  Total  credits  allowed $20,913,432.  12 

3.  Total  refunds  and  credits $224,  253,  662.  54 

4.  Percentage  of  refunds  to  total  refunds  and  credits 90.  6 

5.  Total  interest  allowed $24,  043,  606.  92 

6.  Total  number  of  cases  reported: 

Internal  Revenue  Service  cases 420 

Department  of  Justice  settlements 14 

434 

7.  Disposition  of  eases  reported: 

Cases  in  which  determinations  concurred  in  by  the  staflf : 

Internal  Revenue  Service 407 

Department  of  Justice 14 

Cases  in  which  determinations  were  criticized  in  the 
first  instance  by  joint  committee  staff: 

Internal  Revenue  Service 10 

Department  of  Justice 0 

Cases  returned  for  lack  of  jurisdiction 3 
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I 


General  Survey  of  Refunds  and  Credits,  Fiscal  Year  Ended 

June  30,  1962 

The  statistics  in  regard  to  refunds  and  credits  submitted  to  tlie 
joint  committee  by  the  Secretary  or  his  delegate  during  the  fiscal  year 
ended  June  30,  1962,  appear  as  follows: 

Recapitiilaiion  of  abatements,  credits,  and  refund  allowances  from  Jiilij  1,  1961,  to 

June  30,  1962 
Composed  of: 

Refunds $203,  340,  230.  42 

Credits 20,  913,  432.  12 

Abatements 2,  518,  451.  14 

§226,772,113.68 

Interest  on  refunds  and  credits  reported  and  allowed  during 

the  fiscal  year  ended  June  30,  1962 24,  043,  606.  02 


Total  abatements,  credits,  refunds,  and  interest  allowed.       250,  815,  720.  60 

A  comparison  of  the  refunds  and  credits  allowed  in  the  fiscal  year 
1962  with  those  allowed  in  previous  years,  and  the  percentage  of 
increase  or  decrease  from  year  to  year  is  shown  in  the  following  table: 


Year 


1928— 7-month  period  (June  1  to  Dec.  31) 

1929 — Calendar  year -. 

1930— Calendar  year 

1931 — Calendar  year 

1932 — Calendar  year 

1933 — Calendar  year 

1934— Calendar  year 

1935— Calendar  year. 

1936— Calendar  year_._ 

1937 — Calendar  year 

1938- Calendar  year 

1939— 6-month  period  (.Ian.  1  to  June  30). 

1940— Fiscal  year___ 

1941— Fiscal  year__ _ - 

1942— Fiscal  year 

1943— Fiscal  year 

1944— Fiscal  year 

1945 — Fiscal  year 

1946— Fiscal  year 

1947 — Fiscal  year 

1948— Fiscal  year 

1949— Fiscal  year 

1950— Fiscal  year 

1951— Fiscal  year 

1952— Fiscal  year 

1953— Fiscal  year,. 

1954— Fiscal  year.. 

1955 — Fiscal  year.. 

1956— Fiscal  year 

1957— Fiscal  year.. 

1958— Fiscal  year.. 

1959— Fiscal  year 

1960— Fiscal  year 

1961— Fiscal  year.. 

1962— Fiscal  year 


Refunds 


$53, 735. 064 

38.  203.  ,522 
27, 174.  872 
15, 773, 240 
12,  412.  885 

7,  315,  708 
4,  759,  407 
2,  314,  495 
601,  .517 
1,  683, 026 
3, 059,  205 

4.  437,  825 
8.281,501 
9.  498. 039 
9,  917.  250 

5,  846,  266 

10,  384,  707 

11,  465,  .524 
23,  388, 127 

39,  371.  821 
94,  533,  359 

148, 932, 036 

165,  697, 097 
459,281,389 
205, 133.  336 

166,  094,  169 
228,  232.  084 
281,900,090 

96,  697,  521 
154,  632, 403 
144. 922,  555 
271,  907,  684 
269,  466. 186 
304, 008, 750 
203.  340,  230 


Credits 


$17,  944,  683 
1.5,969,125 
27,  677,  269 
9, 962,  580 
10,  500,  287 
8,  696, 973 
4, 194,  599 
11,083,172 
3,  897, 016 
2, 026,  789 
4,156,014 

1,  388,  973 
3, 113,  379 
5,091,983 

2,  501.  462 
2,  481. 108 
3,893,412 

13,  618,  638 

12, 094,  521 

25,201,607 

41,870.083 

99,  .587,  625 

60,  225,  264 

239,  282,  297 

125,  698,  227 

165, 429,  783 

119,  128,  821 

231, 936,  608 

39, 057,  741 

69,  508, 075 

74,  983,  638 

73,  821.  006 

39,  419,  971 

50,  244,  190 

20,  913,  432 


$71,  679, 747 

54, 172,  647 

.54,  852, 131 

25,  735, 820 

22,  913, 172 

16,011,681 

8,  954, 006 

13, 397,  667 

4,  499, 133 

3, 709,  815 

7,215,219 

6, 826,  798 

11,  394,  880 
14, 590, 022 

12,  418.  712 
8, 327, 374 

14,  278, 119 
2,5,084,162 
35, 482, 648 
64,  573,  428 
136,  403,  442 
248,  519,  661 
215,922,351 
698.  .563, 086 
330,831,563 
331,  523, 952 
347, 360, 905 
513, 836, 698 
136,  765,  262 
224, 040, 478 
219, 906, 193 
345,  728,  691 
308,  886, 1.58 
354.  262,  940 
224,  263,  062 


Percent  in- 
crease or 
decrease 


-M.24 
-53.08 
-10.97 
-30.12 
-44.  08 
-1-33.  17 
-66.  42 
-17.54 
-1-48.58 


-1-21.90 
-14.88 
-32.  94 
-1-71.  46 
-1-75.  68 
-1-41.45 
-1-81.  98 

-I-IU.OO 
-t-82. 19 
-13.10 

4-223.  62 

-52.64 

-H.21 

-1-4.77 

-1-47.  83 

-282.18 
-1-65. 00 
-1.08 
-t-36.4 
-10.6 
-1-6.8 
-36.97 
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